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The European Financial Crisis 





HE financial situation in Europe, 
rendered acute by the flight of capital 
from Germany and other Central 
European countries, has continued 
critical during the past month. The 
year’s moratorium upon reparations and war 
debts proposed by President Hoover became 
operative July 6, subject to agreement upon 
certain minor details. Although this relieves 
Germany of the obligation to pay $400,000,000 
abroad in the ensuing year, it does not solve 
all of her problems, the most pressing of which 
has been the withdrawal of foreign funds em- 
ployed in the country and upon which German 
business is largely dependent. 
The German situation was disturbed by the 
election of last September which weakened 
the position of the conservative Bruening min- 
istry and caused a loss of about one billion 
reichsmarks ($250,000,000) from the gold 
and foreign exchange holdings of the Reichs- 
bank. Of this, however, 800,000,000 reichs- 
marks ($200,000,000) was recovered by the 
end of 1930 and the situation remained with 
little further change until May, when the dif- 
ficulties of the largest bank in Austria un- 
settled financial affairs throughout Central 
Europe. The troubles of the Vienna bank 
were primarily due to flight of foreign funds, 
and the publicity given to that situation un- 
doubtedly affected the situation in Germany. 
The plain language of the decree issued by 
the German government early in June, telling 
of the pressing necessity for further econo- 
mies in the administration and for additional 
taxation, while intended for internal influence, 
doubtless had an effect abroad, and the loss 
of gold and exchange became so important 
that President Hoover, who was keeping well- 
informed upon the situation, on June 20 is- 
sued his proposal. This had an almost elec- 
_ trical effect, but with the delay in negotiations 
‘and the increase of publicity and excitement, 
the demand on the Reichsbank for the con- 
version of funds into gold and foreign ex- 
change was renewed, and extended to demands 
upon the banks generally for currency. On 
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July 13 the Government took the situation in 
hand by closing all banks, excepting the 
Reichsbank, for two days. Limitations as to 
withdrawals except for payrolls and other 
necessary purposes have since been enforced, 
and the Reichsbank, which was given control 
over foreign exchange transactions, has placed 
certain restrictions upon sales of exchange. 

Conferences have been held in Paris and 
London, participated in by officials represent- 
ing the governments of Germany, the countries 
interested in reparations, and the United 
States, but these parties were not prepared 
to agree upon anything beyond the one year 
moratorium already concluded and an expres- 
sion of opinion that the banking authorities 
of the world should attend to the need for 
ready money. 

Germany, feeling keenly the weakness of a 
position dependent upon short-term loans, has 
urged the flotation of a long-term loan of as 
much as $500,000,000, but this has not been 
considered practicable in view of the present 
market price of the last German loan. How- 
ever, an appreciation of the importance to the 
whole world of preventing a collapse of the 
German economic system has prompted for- 
eign bankers who still have loans in Germany 
to agree tentatively not to withdraw these 
funds at present and to pursue a common 
policy regarding them. 

This understanding seems to have been suf- 
ficiently inclusive, together with efforts at self 
help which have been made, to hold the situa- 
tion fairly stable to this time, although the 
state of uncertainty unquestionably is harmful 
to business not only within Germany but 
everywhere. 


Background of the Present Situation 


In the July issue of this Letter we de- 
scribed at some length the principal causes 
leading up to the present difficulties. These 
date back to the war and the conditions of 
peace imposed by the Treaty of Versailles. 

A first of these original causes has to do with 
the partition of territory effected by the peace 
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treaty. By this treaty Central Europe was 
broken up into a larger number of smaller 
states, with all the resultant obstacles to trade 
that proceed from the multiplication of national 
boundaries and tariffs. In this partition of ter- 
ritory Austria suffered the most. Vienna, its 
capital and a city which before the war had 
been the financial and commercial capital of 


Southeastern Europe, was deprived of most of 


its supporting country. Due to this handicap, 
Vienna has had an uncertain and difficult time 
ever since the war, and twice during the past 
five years the Credit Anstalt, the leading bank 
heretofore referred to, was forced to take over 
other important banks in that city in order to 
support the credit situation. That a situation 
so inherently weak even in normal times 
should prove unable to stand the strain of a 
severe and prolonged depression is not sur- 
prising. 

A second of these original causes has to do 
with the shortage of domestic short term 
capital in Central Europe, caused partly by 
the need for making reparations payments, but 
largely by the war and the depreciation of 
currencies that followed the war. In the ab- 
sence of home supplies of capital, these coun- 
tries, and particularly Germany, turned to for- 
eign countries and borrowed large amounts, 
the total of long term borrowings of Germany 
alone from the United States, including direct 
investments, approximating $3,300,000,000 in 
the period between the currency stabilization 
in 1924 and 1930. Large as these borrowings 
were they were still insufficient to supply 
German capital requirements, so that interest 
rates continued high and induced a heavy in- 
flow of foreign short term credits, especially 
from England and the United States. By the 
end of 1930 it was estimated that the total 
amount of foreign short term credit employed 
in Germany was in the neighborhood of 11 
billion reichsmarks. Thus, the German credit 
structure became largely dependent upon a 
volume of foreign credit subject to withdrawal 
upon comparatively short notice, and a like 
situation prevailed elsewhere in Central 
Europe. 

Still a third factor out of the past which has 
tended to aggravate the present crisis has been 
the memory of the great inflation, when the 
mark and other Central European currencies 
became practically worthless. This memory 
of past losses has made the people of these 
countries quick to distrust their own curren- 
cies and induced a flight of capital by domestic 
owners which has been a factor in the crisis 
along with the withdrawal of foreign credits. 

The instinct of self-protection is strong in an 
individual. He does not definitely know what 
others are doing, but is surrounded by alarms. 
While he may have a patriotic inclination to 


co-operate with the public authorities in their 
policies, in the absence of organization he is 
likely to feel that the contribution which he can 
possibly make, while much to him and his de- 
pendents, is of small importance in the general 
situation. Hence the necessity for the action 
which the government has now taken to con- 
trol the sale of foreign exchange. 

‘At this point it is desirable to interject that 
American banks have been unjustly blamed in 
connection with the flight from the mark. 
Though an almost universal impression seems 
to prevail that the crisis in June was precipi- 
tated largely by the withdrawals of American 
credits, a comprehensive survey conducted 
among the banks in principal cities of this 
country has shown that the volume of their 
credits outstanding to Germany underwent 
almost no shrinkage during the month. 


Measures to Support the Situation 


Significant action was taken July 8 by a 
body of financial and industrial leaders of Ger- 
many to support the Reichsbank by a pledge 
of their private credit given to its subsidiary, 
the Gold Discount Bank. A joint letter ad- 
dressed to the President of the Reichsbank 
stated that under leadership of the Gold Dis- 
count Bank “a guaranty syndicate will be 
formed, consisting of German industrial, bank- 
ing, shipping, and commercial organizations 
which will assume a collateral guaranty to the 
extent of 500,000,000 marks in order to 
strengthen, through this guaranty sum, the 
power of action of the Gold Discount Bank.” 
Such action is well calculated to inspire con- 
fidence. On the strength of it the Gold Dis- 
count Bank has exercised a sleeping option 
which it had held for some time for a $50,000,- 
000 credit in the United States. 


A plan to give greater liquidity to the situ- 
ation includes the organization of a new “Ac- 
ceptance and Guaranty Bank” in Berlin, in 
which all of the leading banks, including the 
Reichsbank, will be shareholders. It will have 
a capital of 200,000,000 reichsmarks (about 
$47,000,000) and its special function will be to 
facilitate the discounting of paper for the 
smaller banking institutions, which perform an 
important function and have been embarrassed 
by present conditions. 

The credit of $100,000,000 which was granted 
to the Reichsbank in June by the Bank for 
International Settlements, Bank of England, 
Bank of France and Federal Reserve Banks 
has been extended. 


The restrictions placed upon currency pay- 
ments by the banks naturally have had the 
effect of preventing the usual return flow of 
currency to the banks. What they pay out 
tends to stay out, increasing the aggregate 
nominally in circulation, thus affecting the re- 
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serve percentage of the Reichsbank. On the 
other hand, the restrictions upon sales of for- 
eign exchange will tend to build up the for- 
eign exchange holdings so that on the whole 
the aggregate reserves will be maintained. 
Legal action has been taken reducing the re- 
quired reserve in both gold and foreign ex- 
change from 40 per cent to 30 per cent. The 
actual ratio as shown by the statement of July 
23 was 36 per cent. 

A decree has been issued requiring all busi- 
ness houses to report to the Reichsbank the 
amount of whatever foreign cash credits they 
possess in excess of 50,000 reichsmarks. This 
for the purpose of learning what resources of 
this kind are available. 

The situation in Germany has differed from 
an ordinary run upon banks in that it was 
primarily a run on the gold and foreign ex- 
change resources of the country. The Darm- 
staedter und National Bank, one of the prin- 
cipal banks of Berlin, and one which possessed 
the confidence of the public, suspended pay- 
ments on July 13. Jacob Goldschmidt, the 
active head of the institution, in a public 
statement said that foreign funds equivalent in 
amount to nearly $500,000,000 had been with- 
drawn from the country within the preceding 
two and one-half months, and that about one- 
third had to be provided by the Darmstaedter 
bank. The total accounts payable of the bank 
at its closing were approximately $375,000,- 
000. In order to quiet alarm the national gov- 
ernment promptly guaranteed full payment of 
the bank’s obligations. 

As will be readily seen, the danger of the 
situation is in the difficulty of organizing the 
economic strength of Germany to withstand 
the rapid withdrawal of liquid capital which is 
almost indispensable to her industrial life. 
In the absence of adequate offerings of long- 
term investment capital in the last three years, 
the country has taken the only kind available, 
to wit, short-term offerings. Nevertheless, it 
was making headway, despite high interest 
rates, until the world-wide depression came. 
With hard times have come political agitation, 
as in other countries, and both political and 
economic confusion. Germany is essentially 
sound economically, and if the leaders can 
have the united support of the people will 
come through this crisis successfully. The ter- 
rible experience with currency inflation which 
that country passed through only a few years 
ago makes it reasonably certain that the 
people will prefer any alternative policy to a 
repetition of that. This is one good reason 
for believing that the Bruening government 
will be maintained, rather than that any coali- 
tion of doubtful financial policies will be 
voted into power. There is good reason to 
believe that with a demonstration of firm con- 
trol confidence will grow from week to week 
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and an increasing amount of funds become 
available. 

The outcome is of great importance in world 
affairs, for if Germany can stay on her feet 
financially and maintain social order, the way 
back to prosperity will be easier in all coun- 
tries. No country can be a gainer by a col- 
lapse of the credit and industrial structure of 
Germany. There could be no more conclusive 
demonstration than is afforded by the present 
situation of the fundamental interdependence 
of the modern world and the bounden duty of 
all in authority to work together for a solution 
that will make for lasting peace and coopera- 
tion. 


A Committee of Inquiry 


Among the resolutions adopted by the 
seven-power conference of government repre- 
sentatives in London, beginning July 20, one 
of the most important reads as follows: 

The conference recommends that the Bank for 
International Settlements should be invited to set 
up without delay a committee of representatives 
nominated by the governors of the central banks 
interested to inquire into the immediate further 
credit needs of Germany and to study the possibilities 


of converting a portion of the short-time credits 
into long-term credits. 


The resolution has two objects: (1) to set 
up without delay a committee to inquire into 
the immediate further credit needs of Ger- 
many, and (2) to study the possibilities of con- 
verting a portion of the short term credits 
into long-term credits. 

The Committee named consists of Messrs. 
Layton, Great Britain; Moreau, France; Mel- 
chior, Germany; Beneduce, Italy; Francqui, 
Belgium; Bindschedler, Switzerland; Tanaka, 
Japan; Rydbek, Sweden; ter Meulen, Holland ; 
and Albert H. Wiggin, of the Chase National 
Bank of New York. The appointment of this 
Committee for the purpose in view undoubt- 
edly will have a helpful influence upon senti- 
ment and in bringing about a better under- 
standing of the short-term credit situation. 

Under existing conditions the German prob- 
lem clearly is that of maintaining short-term 
credits rather than of obtaining conversion 
into long-term obligations. In view of the 
prices now prevailing for German bonds in all 
markets the suggestion of long-term credits 
must be regarded as impracticable until the 
credit status of Germany is more definitely 
established. It is hardly to be supposed that ‘ 
new long-term credits can be negotiated which 
will be subordinate to the obligation to make 
reparations payments. When the first Ger- 


man loan was floated under the Dawes plan, 
for the purpose of providing funds for estab- 
lishing the new Reichsbank and currency sys- 
tem, the bonds were made “a specific first 
charge on all payments provided for under the 
Plan of the Dawes Committee to or for the 
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account of the Agent-General for Reparation 
Payments, such charge being prior to repara- 
tion and other treaty payments.” 


Drain on the Bank of England 


One of the most remarkable features of the 
European situation, and one which well il- 
lustrates how one situation reacts upon an- 
other, has been the sudden drop in sterling ex- 
change, which made it possible to take gold 
from London to almost any other financial cen- 
ter outside of Central Europe. The high point 
of Bank of England holdings this year was 
reached on July 6, when they stood at approxi- 
mately $807,000,000. On July 15, two days 
after the bank crisis in Berlin, sterling ex- 
change made a spectacular break, to $4.8374, 
far below the point at which gold normally 
moves to New York ($4.844%). At the same 
time the French franc moved upward, almost 
touching the gold export point in New York 
and going much above the export point in Lon- 
don. The latter situation continued through- 
out that week and the week ended July 25, and 
gold moved to Paris in amounts beyond any 
precedent. On July 23 the Bank of England 
discount rate was raised from 2% to 3% per 
cent, but the loss of gold continued over the 
following week end. On July 30, although 
the movement had been reduced to compara- 
tively small proportions, the Bank took the 
further step of raising the discount rate to 
4% percent. The loss of gold was shown by 
the July 30 statement of the Bank of England 
at $158,000,000, reducing the Bank’s holdings 
to $649,000,000 (£133,309,000). 

It is of course the usual procedure for a 
Central Bank which is losing gold in what 
seems to be a movement of more than ordi- 
nary importance to raise its discount rate, and 
the Bank of England has long followed the 
practice of raising the rate by a full one per 
cent. Therefore its action under the circum- 
stances is not to be regarded as extraordinary. 
Reports have been current that it was arrang- 
ing for credits at the Bank of France and the 
Reserve Bank of New York and doubtless it 
could obtain them at either place if they were 
desired. Thus far it has preferred to handle 
the situation within its own resources. 


Although the exchange rate on New York 
remained for about a week below the gold 
point at which shipments could be made at a 
profit, no shipment was made, New York bank- 
ers declining the opportunity on the ground 
that it was undesirable that gold should be 
taken from London under existing circum- 
stances. 

What prompted the heavy movement to 
Paris can be only surmised. The Bank of 
France was not a party to it and it is said that 
leading French private banks have been wil- 


ling to join the Bank of France in a credit to 
the Bank of England to offset the movement. 
The presumption is that the movement had its 
initiative in a desire on the part of certain 
French banks to strengthen themselves on ac- 
count of alarms on the Continent. The French 
money market has a great plethora of funds. 


Rediscount Rates 


The following table gives rediscount rates 
at the central banks named on the dates given, 
showing the effect of the disturbance from 
the end of May to July 30. 


Rediscount rates in force 
at the end of 
May 1931 at present 
England 
Germany 
Ireland 3% 
Austria 5 
Hungary 5% 
Yugoslavia 5% 
Spain 6 
Danzig 5 
Sweden 3 





























These changes show the effect of abnormal 
influences. They do not prove, as some per- 
sons may fancy, that the world should not 
have a common standard of value, or that 
there is not gold enough to go around. The 
world adjusts itself to business methods suited 
to normal conditions, and to reserves suited 
to normal conditions. Business left to itself 
will maintain its equilibrium very well. War, 
peace settlements, political and social agita- 
tion, matters wholly unconnected with ordi- 
nary industry, trade and banking, are respon- 
sible for these disturbing events. 


General Business Conditions 





In this country, the German crisis has had 
a restraining effect upon hopes that Autumn 
business expansion might be more rapid or 


greater than usual. Germany is the third 
largest buyer of American goods, and the 
effects of her difficulties in varying ways and 
degrees extend over the world. There is no 
reason to fear that business revival will be 
compelled to wait for complete removal of all 
the obstacles opposed to it, for necessities 
must be supplied and trade goes on despite 
handicaps and over barriers, and the millen- 
nium of a perfectly organized world whose 
people always behave rationally is not within 
reach. Nevertheless, the month’s foreign news 
offers disappointing evidence of the serious- 
ness of the difficulties which remain to be 
dealt with, after nearly two years of depres- 
sion, and of the problems to be solved in re- 
storing world trade and international capital 
movements to normal. 

Under this sobering view of world condi- 
tions the stimulus given to the markets by the 
moratorium proposal has been largely lost 
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during July, and business has been generally 
dull. The filling of necessary needs for articles 
of everyday use enables the industries which 
supply those wants to make a good showing. 
In shoes, woolens, silks, rayon, cotton goods 
and tires production has come a long way 
from the bottom, and has been running larger 
than a year ago. Among the major industries 
these are the chief support of business, both 
as to volume and profit, at the present time. 
The heavy industries, however, are down, and 
the amount of their contribution to the busi- 
ness total is so great that the composite sea- 
sonally adjusted indexes which measure activ- 
ity have declined, after due allowance for the 
usual summer recession. Some have found a 
new statistical bottom for the depression, be- 
low even their December-January level. 


The Record of the Indexes 


The following table presents the Winter low 
of several of the indexes, and the peak of the 
subsequent recovery, contrasted with the June 
figure, the latest available: 

Winter April 





Index Low Peak June 
Federal Reserve Board............ Jan. 82 90 86 
Standard Statistics Co........... Dec. 70.3 76.5 69.0 
Brookmire Jan. 73.4 171.7 71.9 
Annalist Jan. 74.4 80.8 76.5 





Preliminary indications are against improve- 
ment of these indexes in July, in view of the 
further falling off in steel, automobiles and 
building. 

The course of business thus illustrated is 
evidence of a waiting attitude on the part of 
business men this Summer, and of conserva- 
tism in speculating upon future possibilities. 
The dullness of the stock market, in which 
trading has dropped to the lowest volume 
since 1924, points in the same direction. This 
is a rational policy under the circumstances; it 
has reduced volume but has kept stocks down, 
and is hopeful for the future. That the period 
is one of progress in increasing efficiency and 
reducing costs is common testimony, and is 
supported by the report of profits of industrial 
corporations which appears subsequently in 
this Letter. Few individuals have it in their 
power to do anything more useful in the situ- 
ation, and this progress will eventually prove 
the most important factor in restoring equi- 
librium, and will reap commensurate benefits 
when business expands again. 

Commodity price indexes in several cases 
made new lows toward the end of July, erasing 
another of the false starts upward which they 
have made during the depression. However, 
the declines have lacked the uniformity of 
earlier months, and weakness in the position 
of some staples is offset by improvement in 
others. If, despite irregularity during the 
Summer, prices of raw materials hold a general 
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sidewise trend their steadiness should mate- 
rially assist Fall recovery as well as relieve the 
pressure upon holders whose margins have 
been worn thin. 

The chief obstacle to early price gains is 
the disorder in world business, which is com- 
pelling debtor countries everywhere to try to 
sell more and buy less in order to convert 
unfavorable trade balances into favorable 


ones. Though that is the way back to sound , 


economy for themselves, such tendencies 
create problems for this and other countries 
which require export outlets for surplus 
products. During June our merchandise ex- 
ports totaled only $187,000,000, the lowest in 
any month since September 1914, and a decline 
of 36 per cent as compared with June a year 
ago. Imports of $176,000,000 were the lowest 
in a similar period except for last February, 
and the excess of exports was only $11,000,000. 


The Industries 


The decline in steel mill operations flattened 
out toward the end of July, and the latest re- 
port shows the first increase in activity in any 
week since March. The average rate during 
the month has been little, if any, above 
30 per cent, and while hope of important re- 
covery prior to September is not generally 
entertained it is apparent that such a rate must 
represent nearly the absolute minimum of the 
country’s requirements for steel. Individual 
structural awards from time to time have been 
quite heavy and supply the chief backlog of 
orders. Advancing prices for scrap, a com- 
modity that is frequently barometric, are a 
favorable sign. 

The F. W. Dodge Corporation, statisticians 
for the building trade, estimates that awards 
of contracts during the third quarter will not 
be more than 20 per cent under last year, mak- 
ing a better showing than in the first half 
when the decline was 31.4 per cent. However, 
this estimate holds little promise of expansion, 
the more favorable comparison being due to 
the falling off in 1930. 

The decline in automobile production from 
the seasonal peak reached in May has con- 
tinued, and although some companies report 
sales and output greater than a year ago, ten- 
tative indications are that the July ouput in 
the United States will show a drop of perhaps 
20 per cent below July, 1930, and of about 


15 per cent under June, whose 249,462 cars ' 
and trucks was in turn 21 per cent under May. ° 
August production will be further reduced by , 
curtailment in Ford plants, and will doubtless , 


fall much below sales for the month, reducing 
stocks at the opening of the Fall season. 
Sales in the primary textile markets have 
been seasonably dull, but the cotton mills 
entered July in a greatly improved position 
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as a result of the buying spurt in June, and 
at the end of that month their unfilled orders 
exceeded stocks on hand by nearly a week’s 
production. The usual Fall buying is expected 
to begin in August, and a continued higher 
rate of operation than in the third quarter of 
1930 may fairly be expected. The woolen in- 
dustry is making an exceptional showing for 
a time of depression, and shoe production 
during the between-seasons’ period was main- 
tained at a high level. The June output of 
27,000,000 pairs compares with 23,900,000 in 
the same month last year, and many factories 
have now begun work on Fall orders. The 
showing in this industry is one of the bright 
spots of the year, and evidences the inevitable 
rebound after a period of underconsumption. 


The Break in Oil Prices 


The most extreme price weakness developed 
during the depression has occurred in crude 
petroleum, and is not principally due to busi- 
ness recession, but to the unrestricted flood of 
oil poured upon the market by the rapid ex- 
ploitation of the new field in East Texas. At 
the beginning of this year, the situation in 
crude oil appeared more satisfactory than in 
some time. After three years of effort to keep 
down the surplus by proration of output, rea- 
sonable success seemed achieved. Daily aver- 
age production, which during the first half of 
1930 had been around 2,600,000 barrels, had 
been brought down to about 2,100,000. 

However, hopes that the situation was in 
hand proved short-lived. All attempts at con- 
trol in East Texas were rendered ineffective 
by the speed of drilling, and though most op- 
erators realized that market demoralization 
was inevitable, all had to join the rush of the 
few in order to get their oil to the surface 
before their neighbors could tap it. Since 
the first of March the country’s daily output 
has risen sharply, exceeding 2,500,000 barrels 
again, due solely to East Texas, which in that 
period has jumped from about 10,000 daily to 
over 500,000. 

Dumping of this oil produced during the 
past month a state of price competition rarely 
witnessed, culminating in a range of 10 to 22 
cents for the posted price in the Mid-Conti- 
nent, which compared with $1.23 for high 
grade oil a year ago and a high of $3.50 in 
January, 1921. The bare lifting cost, for pump- 
ing wells, could not be recovered at such 
prices; the full cost of production in the six 
Mid-Continent States in 1927-29, according to 
the Tariff Commission’s investigation, was 
$1.06 to $1.10. Shutdown of a vast number of 
wells, even at risk of permanent loss of their 
oil, occurred so promptly that local shortages 
developed, with the result that prices outside 
of East Texas were raised again to a range 


of 27 to 50 cents toward the end of the month. 
Meanwhile the Texas problem is unsolved. 
The difficulties of an industry compelled to 
operate under such price declines are great, 
though the day will doubtless come when the 
refining companies will be able to make com- 
pensating profits out of the low-priced crudes 
they are now obtaining. 

The East Texas field is the largest in sur- 
face area ever discovered. It is estimated that 
6,000 wells may operate there in the future, 
possibly as early as 1932 if no check is placed 
upon them, against about 1,200 drilled up to the 
present. Unit operation, the pooling of acre- 
age for joint development with division of the 
proceeds according to the equities of owner- 
ship, has been out of the question, and the con- 
trast is striking to the efficient and orderly 
opening up of fields where by reason of con- 
trol being in fewer hands that plan has been 
practicable. 

The most reassuring aspect of the situation 
is that the surplus is localized. For the coun- 
try as a whole, during the five months ended 
with May, nearly 10,000,000 barrels of crude 
and refined oil were withdrawn from storage, 
making a total reduction of 44,500,000 from 
the 1930 peak reached in March. The refining 
and marketing branch of the industry has kept 
inventories in good order, while the producing 
end must continue to sit upon a volcano of oil, 
whose eruption can be effectively prevented 
under present conditions only by unprofitably 
low prices. 

Retail Trade 


July and August are invariably the slowest 
months of the year in retail trade, and the 
seasonal decline has been evident this year 
as usual. However, the volume of goods sold 
by the only stores for which figures are avail- 
able—department and chain stores—has con- 
tinued to run well ahead of last year, to judge 
by preliminary reports, though dollar sales 
have been smaller. 

Figures of these stores for June were quite 
favorable, and were the most cheering among 
the major trade indexes for the month. The 
Federal Reserve Board reports a decline of 
only 3 per cent in department store dollar sales 
as compared with June, 1930, and sales of 47 
chains dropped only 2.28 per cent. Estimating 
that prices average fully 15 per cent lower, 
the increase in volume of business works out 
about 15 per cent. Reports of tonnage sales 
issued by certain chains generally support this 
calculation. 

That all retail distributors are enjoying as 
good a business as these groups of course 
could not be contended. Retail insolvencies 
during this depression have been very heavy, 
and in the first half of this year numbered 
10,038 according to Bradstreet’s. 





The success of many department and chain 
store organizations in selling increased quan- 
tities of merchandise in a year of depression 
has undoubtedly been achieved by passing on 
to consumers the benefit of lowered prices, and 
is suggestive of the stimulation to recovery 
to be derived from maintaining a balance be- 
tween prices of materials and finished prod- 
ucts. The most important factor in making 
it possible to pass on price reductions quickly 
is the efficiency of the distributing system, 
and it is significant that those merchandising 
agencies which commonly operate on the low- 
est gross margins and turn over their stocks 
most rapidly have been winning an increasing 
share of trade in these times, when economy is 
the first consideration of so many people. The 
depression is exposing the weak and strong 
points of the distributing system, and thereby 
speeding the development of a more efficient 
one. 


Chains vs. Independent Stores 





The present evolution in merchandising 
methods is viewed by many as a struggle be- 
tween chains and independent stores. In that 
the former represent the newer method and 
the latter the older, this view is a correct one, 
but the progress made is not confined to either 
group, and while the chains have been leaders 
in setting higher standards of performance 


there is evidence to show that many inde- 
pendents are approximating those standards. 

As regards store operation alone, the chain 
enjoys no advantage not open to alert inde- 


pendents. The chief economies of the chain 
come from the closer union of the buying, 
wholesaling and retailing functions, permit- 
ting reduction of selling expense, closer con- 
trol of stocks, and substitution of fewer large 
orders for many small ones. Along that line 
independents likewise have made great prog- 
ress through the so-called “voluntary chains,” 
which in the grocery field have enjoyed such 
an astonishing growth in the past three or 
four years that they now operate more stores 
than the regular chains. The voluntary 
chains consist of cooperative buying associa- 
tions of retailers, and of unions of retailers 
with wholesalers either through close working 
arrangements or outright ownership of the 
wholesaler. The American Institute of Food 
Distribution has records of 551 of these chains 
with 59,640 retail members, which compares 
with an estimated 55,000 to 57,000 stores for 
the regular chains. Figures of the operating 
costs of voluntary chains are not generally 
available, but in a recent speech the head of 
the largest of them, the Independent Grocers’ 
Alliance, which is exceeded in volume of sales 
only by the Great Atlantic & Pacific Tea Com- 
pany, said, “I.G.A. retailers on the average 
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have reduced costs of operation from 17% per 
cent to 20 per cent of sales down to under 11 
per cent. Some are down to 6 per cent and 
7 per cent. We have every reason to believe 
that the average will soon be well under 10 
per cent.” 

These are figures of the retailing cost only, 
and the total cost of the wholesale and retail 
function is not given. 


Harvard Bureau’s Studies of Costs 


Comparing the regular chain with the in- 
dependent store, the Harvard Bureau of Busi- 
ness Research, in a recent study, concludes 
that the typical chain grocery companies in 
1929, to cover their expenses and their profits, 
took out of the consumer’s dollar approxi- 
mately 7.7 cents less, in the case of the larger 
chains, and 8.8 cents less, in the whole group, 
than did typical wholesale and retail grocers 
together. The respective gross margins are: 
Typical chain, 19.4 per cent of sales; large 
chain, 20.5; wholesaler-retailer, 28.2 (18.5 for 
the retailer and 9.7 for the wholesaler). Of 
the chains’ advantage it is estimated that 
nearly half results from elimination or sub- 
stantial reduction of credit and delivery ser- 
vices. Probably an additional quarter is de- 
rived from carrying fewer items in stock than 
do the better grade independent service 
stores. 

Translated into prices, the cash-and-carry 
chain gets $1.26 for goods costing a dollar, 
and the service independent, buying through 
wholesalers, gets $1.39 for goods costing a 
dollar. The chain has an advantage of 
about 11 per cent. And out of four actual 
field studies of comparative prices of branded 
items recently made under university auspices, 
three showed chain prices to be still lower. 

However, store operating expense figures 
of the more efficient independents, taken 
alone, make a better showing than the fore- 
going when compared with the chains. The 
Progressive Grocer, a trade magazine, reports 
that a group of efficient cash stores surveyed 
operated at an expense of 10.7 per cent of sales 
and profit of 4 per cent, a total of 14.7; ser- 
vice stores’ expense was 13.8 per cent and 
profit 4 per cent, a total of 17.8. The cor- 
responding figures of the Harvard Survey for 
the typical chains were 12.0 expense and 19 
profit (from both wholesaling and retailing), 
a total of 13.9. 

The independent can buy some merchandise 
directly from producers as cheaply as the 
chains, except those which are producers 
themselves. Where in addition he buys staples 
from an efficient wholesaler, he can and does 
meet chain prices; or he offers credit, de- 
livery service and greater variety of goods 
at the necessarily higher cost. 
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The Service of Distribution 


Cost of distribution is a much considered 
question in this country, and rightly so. The 
New York State College of Agriculture at 
Cornell University publishes monthly an in- 
dex of the prices paid to the American farmer 
for certain foods, the prices paid at retail for 
the same foods, both based on Bureau of 
Labor Statistics figures, and the cost of dis- 
tributing food, according to its own studies. 
The accompanying chart (1910-14 = 100) 
shows the great spread of these figures since 
the war and suggests the benefit to be derived 
from reducing it, while the decline from the 
peak of 209 in distributing cost reached in 
April, 1930, to 192 for the same month this 
year, is at least encouraging, and offers hope 
of further progress. 
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Following the crash of prices of 1920, farm 
prices fell most of all, retail prices next and 
distribution cost comparatively little. From 
1922 to the early months of 1930 distribution 
cost was rising. 


Much comment upon distribution cost is 
made by persons who are not fully acquainted 
with the conditions and risks involved, and 
who take the view that an unnecessary share 
of it is a kind of predatory toll exacted from 
producer and consumer. The fact is that a 
rising cost of distribution is not necessarily 
a measure of inefficiency of distribution 
. agencies in any way, but may be simply an 
indication of the increasing complexity of the 
business and social organization, and of the 
rise in wages, which are the greatest item in 
most distribution expense. 

In the April number of this publication com- 
ment was made upon the statement often 
heard that the purchasing power of industrial 
wages since 1919 has not kept pace with the 
increase of productivity per worker in the in- 
dustries. This admitted fact has been inter- 
preted as proof that the industries have been 
making larger profits and the argument has 
been deduced that the depression came be- 
cause the industrial workers did not have 
wages enough to buy their products. The 
error of this theory is largely in not taking ac- 
count of the distribution costs which intervene 


between production and consumption, and 
which since 1922 have been relatively higher 
than either production costs or retail prices. 
Wages throughout the distributive organiza- 
tion, which includes all transportation, trade 
and incidental services, advanced along with 
wages in the industries, and in retail trade the 
offsetting economies have been less than in 
manufacturing. Hence the relative increase of 
distribution costs. Retail prices are on a lower 
level than distribution costs because of the 
fall of producers’ prices. 

In the handcraft days when communities 
produced most of the things they used, the 
cost of distribution was negligible, but in the 
more efficient specialized organization, which 
adds to the general wealth by increasing the 
quantity and variety of production, an in- 
volved interchange of goods is necessitated. 
Varied raw materials are brought together 
from distant points, and redistributed in fin- 
ished form over a greater area, and the service 
of more labor and capital is required. Further- 
more, distribution must be reasonably profit- 
able, or too few men and too little capital will 
engage in it. Elimination of the middleman 
is an attractive-sounding phrase, but it cannot 
be carried to the extent of eliminating the ser- 
vice he performs except by returning to a 
state of individual self-sufficiency, which is 
neither possible nor desired. 

In frequent instances, a higher cost of dis- 
tribution has been incurred in order to enlarge 
the market, which has assisted in reducing 
manufacturing cost so that the final price of 
the article to the consumer is now less than 
would otherwise be possible; but it is equally 
true that in many lines distribution costs have 
absorbed production economies, and are rec- 
ognized by leading industries as the most im- 
portant problem in their progress toward 
greater efficiency and cost reduction. 

The best way to achieve lower costs is to 
allow all newcomers with new ideas and new 
methods to engage in free competition with 
existing distributors, in order that the service , 
may be performed by the most efficient men ' 
and methods available, waste reduced to a 
minimum, and the savings therefrom made 
available for the purchase of additional goods, 
raising the standard of living. 


The Half Year's Profits 


During the past month a large number of 
corporate earnings reports have been issued 
covering the first half year In view of the 
low level of business activity and the con- 
tinued decline in commodity prices, it was a 
foregone conclusion that the showing would 
make an unfavorable comparison with the cor- 
responding period of any preceding year as 
far back as 1921. Aggregate net profits, after 
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INDUSTRIAL CORPORATION PROFITS FOR FIRST HALF YEAR 
Net Profits Are Shown After Depreciation, Interest, Taxes, and Other Charges and 


Reserves, but Before Dividends. 


Net Worth Includes Book Value of Outstanding Preferred and Common Stock and Sur- 
plus Account at Beginning of Each Year. 


(In Thousands of Dollars) 








Net Profits 
Half Year 
Industry 1931 


Amusements 
Apparel 
Auto—General Motors 
Auto—Other 


$ 8,267 
541 





13,907 


20,523 
9,154 


Baking 
Building Materials 
Chemicals 
Coal Mining 

Drugs and Sundries 


Electrical Equipment 

Feod Products—Misce. .. 
Household Goods 

Iron and Steel—U. S. Steel 
Iron and Steel—Other 


Machinery 
Merchandising 
Mining—Non-ferrous 
Office Equipment 
Paper Products 








19,934 
48,571 
6,164 
14,156 
719 


5,026 
8,694 

360 
5,369 
4,315 


D-1,219 
10,698 





7,686 
6.154 


25,672 
17,500 
14,110 
4,415 
3,835 


9,863 
3,038 
4,002 
17,938 


Total $639,036 


Petroleum 
Printing and Publishing 
Railway Equipment 

Realty 
Restaurant Chains 


Shoes 
Textiles 
Tobacco (Cigars) 
Miscellaneous 























$352,934 


Change 


—13.5 
—7.3 


Annual 

Per Rateof Re- 

Cent turn PerCent 
Change 19: 


+14.2 
—19.8 


Per 
Cent 


Net Worth 
January 1 
1930 


1931 
$162,497 $185,585 
99,526 79,812 
954,476 
540,892 
267,812 


318,409 
224,985 
985,080 
123,937 
186,738 


738,699 
749,144 
168,835 
1,919,313 
1,585,749 


256,678 
429,625 
186,205 
113,155 
276,513 


639,773 
121,190 
311,113 
87,918 
73,767 


182,330 
156,064 

87,923 
787,704 


$12,736,040 
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217,527 


741,714 
783,720 
173,071 
2,059,089 
1,564,633 


253,137 
406,383 
179,074 
115,799 
295,750 


615,171 
122,030 
324,536 
83,854 
75,080 


179,888 
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1 
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1 
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6 
0 
8 
9 
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$12,879,974 


+ 
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*Gain largely due to two companies. 


all charges but before dividends, of 325 indus- 
trial and merchandising corporations whose 
reports have been tabulated and are sum- 
marized in the accompanying table, amounted 
to approximately $353,000,000 in the first six 
months of the current year, as compared with 
$639,000,000 in the first half of 1930, repre- 
senting a decline of 45 per cent. Compared 
with the record year 1929, the decline was 62 
per cent. 


Our tabulation shows, in addition to the 
comparative profits in thousands of dollars, 
and the percentage change classified by major 
industrial groups, the “net worth” or capital 
stock and surplus account as given on the 
balance sheets at the beginning of the past two 
years, together with the percentage return 
calculated at an annual rate without allowance 
for seasonal variation. In the first half of 
1929 the profits return was at the annual rate 
of 14.8 per cent on net worth, in 1930 at 10.0 
per cent, and this year at 5.5 per cent. 

Separate figures for quarterly earnings are 
available for approximately three-fourths of 
the companies, and these show that the de- 
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D—Deficit 


cline as compared with the corresponding 
period of 1930 was considerably less in the 
second quarter than in the first. Combined 
net profits, less deficits, for the companies re- 
porting quarterly, are as follows: 
1930 1931 
(000’s Omitted) 
First Quarter sss $269,425 $182,759 
Second Quarter ........... 280,440 174,279 


Half Year $549,865 $307,038 


Per Cent 
Change 
—50.7 
—37.9 


—44.2 








Based on reports so far issued, the increase 
in second quarter profits over the first quarter 
this year was more than seasonal, amounting 
to 31 per cent. Last year the increase was 
only 4 per cent and in the preceding five years, 
1925-29, the increase ranged from 13 to 23 per 
cent, averaging 19 per cent. 

The accompanying chart shows the marked 
fluctuations that have occurred in quarterly 
profits of industrial corporations in the last 
five years, as indicated by reports of approxi- 
mately 200 representative corporations. The 
index is based on rate of return so as to allow 
for the substantial increase in net worth that 
has taken place, and the year 1926 is taken as 
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100. The Annalist Index of Business Activity 
in percentage of calculated normal is shown 
by the dotted line. 


The iron and steel, building material, rail- 
way equipment and petroleum industries show 
the largest drops in profits. U. S. Steel Cor- 
poration reported net profits for the second 
quarter of only $7,391,000, of which all but 
$230,000 represented non-operating income, 
while in the corresponding period a year ago 
the net profit was $32,127,000. After allow- 
ance for dividends on the preferred stock, only 
12 cents per share remained for the common, 
which was reduced from a $7.00 to $4.00 an- 
nual basis. 


A marked reduction in manufacturing and 
overhead costs has been achieved during the 
past two years of depression and this is now 
beginning to be reflected in operating state- 
ments. A number of companies which in the 
first quarter were in the red reported a profit 
for the June quarter, among which might be 
mentioned Chrysler Corporation, Yellow 
Truck & Coach Manufacturing Corporation, 
Stewart-Warner Corporation, Westinghouse 
Electric & Manufacturing Co., Montgomery 
Ward & Co., and National Cash Register Co. 
General Motors Corporation’s net profit in the 
second quarter of $55,123,000 compared with 
$28,999,000 in the first quarter, and was not 
far below the $60,964,000 reported in the sec- 
ond quarter last year. No less than 30 per cent 
of all reports published showed profits in the 
second quarter to be in excess of the same 
quarter last year. 


Money and Banking 





The stability of the domestic money mar- 
kets has not been disturbed during July, and 
little of an eventful nature has occurred in 
them despite the critical developments which 
have sharply advanced rates in many foreign 
countries. About $26,000,000 of gold has been 
withdrawn by foreign countries from the Re- 
serve System’s holdings, apparently by France, 
but left in this country under earmark. From 
other nations the United States continues to 


attract gold, due to its position as the world’s 
ultimate creditor, and during the month im- 
ports from Argentina and elsewhere totaled 
$15,000,000, reducing the net loss to $11,000,- 
000, an insignificant amount under present 
conditions of superabundant credit. 


The reserves of the New York City banks 
have continued in excess of requirements dur- 
ing July. This excess is directly due to the 
accessions of gold and the increase in Reserve 
bank credit outstanding during the month of 
June, a period of contraction in member bank 
loans and deposits, and constitutes the first 
slack to be taken up before any possibility of 
firmer money can be entertained. 


Before the Federal Reserve System began to 
function, the excess of the New York City 
banks’ reserves above legal requirements 
(rarely the deficit below requirements), as 
revealed by the weekly Clearing House state- 
ment, was the most significant banking figure 
available to business men. Excess reserves 
represented unused lending power, a margin 
for safety and expansion when high, and a 
warning of tighter money when approaching 
the legal minimum. 


Under Federal Reserve practice excess re- 
serves possess the same barometric signi- 
ficance, but are an anomaly brought about 
only by extraordinary conditions, and are so 
rare that the Clearing House no longer reports 
them. Having the Reserve Bank to borrow 
from, or to sell bills and securities to, in case 
of need to replenish reserves, member banks 
normally keep them_as close to the legal min- 
imum as possible. \The present excess signi- 
fies that the amount of Reserve bank credit 
supplied to the market, through securities pur- 
chased on Reserve bank initiative, is greater 
than the immediate demands of business, and 
constitutes further evidence of the Reserve 
policy of keeping credit extremely plentiful 
and cheap in the hope that business revival 
may thereby be promoted. That the credit 
foundation for such revival is laid cannot be 
doubted, but that it is the governing factor in 
recovery there is yet no practical evidence> 


For the System as a whole purchases of 
government securities totaled $79,000,000 be- 
tween June 17 and July 15, by which date they 
apparently were terminated. At the same 
time Reserve bank holdings of bills purchased 
have been running off, and on July 29 totaled 
only $67,000,000, a drop of $36,000,000 in four 
weeks, and the lowest since July, 1929. With 
changes in other items, total Reserve bank credit 
outstanding declined slightly in the month, but 
not sufficiently, even in conjunction with the 
loss of gold, to offset the decrease in reserve 
requirements due to continuing lines in 
member bank loans and deposits. Qn the re- 
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porting member banks, deposits (exclusive of 
government deposits), against which reserve 
requirements are calculated, dropped $247,- 
000,000 during the first three weeks of the 
month> 


The decline in loans on securities continues 
a feature of the bank statements. In three 
weeks ended July 22 the total of such loans 
by the reporting member banks dropped $176,- 
000,000. Loans to brokers reported by the 
New York City banks declined $89,000,000 dur- 
ing four weeks ended the 29th. The item of 
“all other” loans by reporting member banks 
showed some expansion during the forepart 
of the month, which in the apparent slackness 
of commercial demand may reflect the policy 
of the banks, dictated by the amplitude of re- 
serves, of holding their acceptances in their 
own portfolios, since acceptances are included 
in this item. 


A factor which under different conditions 
would make for firmer markets is the unseason- 
ably high level of money in circulation. On 
July 1st, just before the period of mid-year 
disbursements and holiday expenditures, this 
item stood only $174,000,000 below the yearly 
peak reached last Christmas time, and at the 
end of the month the total was $383,000,000 
larger than a year ago. 


his high level reflects unsettlement cre- 
ated by banking troubles, which invariably 
cause some hoarding and the use of a larger 
proportion of currency in the transaction of 
everyday business.) During June, the latest 
month for which figures are available, bank 
failures numbered 166, according to the Fed- 
eral Reserve Board. This is an increase of 
102 and 77, respectively, as compared with 
April and May, but is far below the peak of 
344 reached last December. The greatest num- 
ber of failures occurred in the Chicago district, 
and the pressing difficulties in that area now 
appear to have been passed. 


The Bond Market 


The foreign section of the bond market dur- 
ing the past month has reflected the shock to 
investment confidence caused by the European 
financial crisis, and by such unfavorable news 
as the deferment of payments on Chilean 
bonds, which is significant of the problems 
created in the debtor nations of Latin- 
America by shrinking Government revenues 
and the difficulty of obtaining foreign ex- 
change. The decline in foreign issues has been 
severe, and as illustrated by representative 
issues of some of the countries most affected 
by the impairment of confidence, has been as 
follows: 





FOREIGN BOND PRICES 


July 3 July 28 Decline 

Argentine 6s, 1959 75% 14% 
Australia 5s, 1955 60% 10% 
Austria 7s, 1957. 70 17% 
Berlin 6%s, 56% 21% 
Brazil 6%s, 57 6% 
Buenos Aires 6s, 1961 16% 
Colombia 6s, 1961 14 

Chile 6s, 1961 21 

Chile Mort. Bk. 64s, °57.. 17% 
Ger. Cen. Ag. Bk. 6s, 25% 
Germany 5%s, 16 

Prussia 6%s, 1951 20% 
Uruguay 6s, 1960 17 


On the other hand, the sympathetic effects 
of this decline upon the obligations of those 
countries with respect to which confidence has 
not been disturbed, has been slight. Bonds 
representative of the credit of France, Japan 
and the Netherlands, among others, have held 
their ground firmly, and in many other cases 
the declines have been nominal. All of which 
indicates the impossibility of generalizing too 
readily with regard to the foreign bond mar- 
ket, in which averages are not as revealing as 
they may be in groups dominated by common 
conditions. 

The situation in foreign bonds is evidence in 
some respects of the tendency of individuals 
to project present difficulties into the future, 
and to assume that bad conditions never be- 
come better, just as in the reverse situation 
they assume that booms will never end. We 
do not wish to seem to minimize the great 
difficulties put in the way of creditor nations 
by the depression, but the probability that 
even a substantial minority of the securities 
in the foregoing list will not be ultimately 
paid in full is unquestionably remote. Where 
they are the obligations of countries with suf- 
ficient resources, with industrious peoples and 
governments possessing the will to pay, the 
ability to meet the contract with bondholders, 
even where now properly questioned, will be 
regained when world business recovers, In 
the case of sound issues a panic price is a bar- 
gain price, and discounts of 25 to 50 per cent 
are so regarded in many instances by astute 
and discriminating buyers. 

In domestic bonds trading has been dull 
during the month, and price fluctuations 
narrow. In general, the highest grade issues 
have maintained their position although in 
some cases there has been evidence of profit 
taking. This class of securities is favored by 
the likelihood that money will continue easy 
for some time to come. 


The second-grade and speculative issues 
have been somewhat reactionary, demonstrat- 
ing once more that their recovery will pro- 
gress along with, rather than substantially 
ahead of, expansion of general business activ- 
ity and earnings. 
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The Agricultural Situation 


The season has now advanced to a point 
at which a preliminary appraisal of the crop 
outlook can be made. In general, 1931 prom- 
ises to be a year of satisfactory harvests and 
unsatisfactory prices. The prospect for corn, 
a crop ruined by drought last year, is promis- 
ing, and with sufficient moisture in dry areas 
production may climb to the three billion 
bushel mark, previously reached by only five 
crops in our history. 

The Department of Agriculture reported on 
July 8 that the cotton acreage was 10 per cent 
smaller than last year, but prospects for a 
better than average yield per acre, despite re- 
duction of 28 per cent in use of fertilizer, are 
considered good. 

The largest winter wheat crop since 1919, 
with a yield per acre the largest since 1914, 
according to the Government’s July crop esti- 
mate, is now practically harvested. Even 
though the Spring wheat crop, seriously dam- 
aged by drought in western North Dakota and 
eastern Montana, is estimated to be the small- 
est since 1916 and the average yield per acre 
the smallest since 1919, total wheat production 
is placed by the Government at 869,000,000 
bushels, which is 47,000,000 above the 1925-29 
average. Continuing the adjustment of the 





United States price to the world level, which 


itself has declined further, quotations for 
wheat in Chicago dropped during July to the 
lowest figure in the life of the Board of Trade. 
The extreme declines have aroused interest in 
historical price records, which in England in- 
clude yearly averages going back nearly seven 
centuries. The low in Liverpool during July 
was equivalent to approximately 55 cents per 
American bushel, and was the lowest recorded 
since the year 1592. The bottom was 9 cents, 
in 1287 and 1288. 


Farm Board Policies 


Liverpool is a world market for wheat, reg- 
istering the offerings from many lands, and 
buying from whichever offers cheapest. Dur- 
ing much of the past crop year the United 
States markets were supported above an ex- 
port parity through operations directed by the 
Federal Farm Board. Maintenance of this 
situation having become impossible by reason 
of mounting stocks and accumulating carry- 
ing charges, and the ineffectiveness of price 
pegging as a remedy for the growing surplus 
having been conclusively demonstrated, those 
operations were discontinued during June. As 
a result prices at the Gulf ports of wheat from 
nearby territory, which is in such heavy sup- 
ply that it is being piled upon the ground, 
have now declined to an export basis. While 
the Kansas City and Chicago markets are still 
high as compared with Liverpool, the read- 


justment of port prices to the world level is 
distinctly encouraging, and lays the ground- 
work for the only possible solution of the 
surplus problem. 


The interest of the Farm Board in the mar- 
ket is now limited to the disposition of the 
wheat accumulated, which stocks constituted 
the major share of the domestic carryover on 
July 1. In response to demands that it adopt 
a definite policy with regard to these stocks, 
the Board announced on June 30 that it would 
limit its sales between July 1, 1931, and July 
1, 1932, to a cumulative maximum of 5,000,000 
bushels a month, except for foreign contracts 
under negotiation. This limitation, it will be 
noted, sets a maximum, not a minimum, and 
the Board further stated: “It is not the pur- 
pose to make any immediate sales even of 
these limited amounts at the present range of 
prices.” But this announcement is unsatis- 
factory to wheat growers who are receiving 
only 25 cents or thereabouts for their grain in 
the interior, and who urge that the Board 
should either withhold 1930 wheat from sale 
entirely this year, or release it only at a price 
considerably above the current market. 


The complaints are understandable, and 
have the great force of economic distress be- 
hind them. But an orderly reduction of the 
Farm Board’s stocks, as soon as may be, is de- 
sirable for the same reasons which governed 
the withdrawal of the pegged price, and the 
Board holds that it should avoid pledges 
which would prevent it later from selling as 
demand may arise, or from reshaping its pol- 
icy according to changes in the situation, such 
as might readily occur in the case of crop 
failure elsewhere in the world. The whole 
controversy, which is finding its way into pol- 
itics again, illustrates the inescapable disturb- 
ing effects of Government participation in the 
markets. The public character of such par- 
ticipation makes everyone feel entitled to a 
voice in its policies, which is not conducive to 
economically wise decisions, and the inter- 
ference with impersonal economic influences 
introduces incalculable factors into the market 
which are alarming to other buyers and sell- 
ers, and thus tend to disrupt trade. 


The Wheat Position 


The United States has a round half billion 
bushels of wheat available for export and car- 
ryover this year, the cumulative surplus of the 
past five years. The figures are as follows: 


Wheat Situation in the United States 
(Millions of Bushels) 


1930-31 1931-32 Change 
(Estimate) 


Crop 863 869 + 6 
Carryover 275 300 +25 


1,138 1,169 +321 








Total Supply 


124 
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Wheat Situation in the United States 
(Millions of Bushels) 
1930-31 1931-32 Change 
Home Consumption incl. seed (Estimate) hos 
requirements ... 585 — 
Used as cattle feed. 80 —60 
Left for export and carryover 504 +89 
Actual exports 115 


For the world as a whole, the relations 
between exportable supplies of wheat and the 
deficits of importing countries seem similar to 
a year ago. In the chief importing countries 
crops of wheat and other cereals appear to be 
somewhat better than last year, and now that 
their own crops are moving they are reduc- 
ing again the percentages of foreign wheat 
they allow to be milled. But production in 
the exporting countries outside of the United 
States, while still partly a matter of con- 
jecture, promises to be considerably smaller. 

The total world supply, including carryover 
and new crops, may be 200,000,000 bushels 
smaller, according to tentative estimates made 
by the Bureau of Agricultural Economics. The 
figures used by the Bureau are as follows: 


World Production and Supply of Wheat 
(Millions of Bushels) 

1930-31 1931-32 Change 
1,104 —157 


+ 50 
— 30 


Crops 
U. S. and Canada 
Europe outside Russia 
Other Northern Hemisphere.. 
Southern Hemisphere 
Russia 








Total 
Carryover 








+ 66 


Total Supply 5,230* —200* 


*Including allowances based on acreage and average pros- 
pects for Russia and the Southern Hemisphere, for which no 
estimates are yet available. 


Despite the indicated reduction in supply, 
prices are almost 40c lower than in July, 1930. 
Last year the markets required nearly three 
months to learn and face the fact that Russia 
had reappeared as a wheat exporter. This 
year they are more awake to the Russian com- 
petition, and in consequence the speculative 
interest is reduced. 

There is no mystery about the wheat situa- 
tion. The world has too much wheat for mar- 
ket demands. There is always room for futile 
argument as to whether a surplus is due to 
over-production or under-consumption, but 
the world is producing more wheat annually 
than ever was annually consumed, and the car- 
ryover July 1, 1931 was the largest ever known. 
The attempt of the Federal Farm Board to 
maintain the price of wheat in this country in 
the face of falling prices in world markets had 
the effect of transferring a part of the loss 
upon the 1930 crop from the producers to the 
government treasury, but it encouraged the 
maintenance of production in this country 
upon an imprudent scale. The policy could 
not be continued and the loss to growers has 
come this year .nstead of last. The wheat 


markets will recover whenever they are rid of 
the heavy surplus which is depressing them, 
and when all arbitrary influences are elimina- 
ted, so that the law of supply and demand will 
have free play. After all that has been said 
about the ill-effects of speculation in grain, 
there is now afforded a very clear demonstra- 
tion of the results of absence of speculation. 


Russia the Enigma 


Russia remains and will continue for some 
time a factor of great uncertainty. The area 
seeded to wheat for this crop is officially 
stated to be 94,100,000 acres, an increase of 
10,300,000 over last year, but the trade as- 
sumes that the yield per acre will be less than 
the abnormally high 1930 figure. As a gener- 
ality, it is doubtless true that in the semi-arid 
areas from which Russia’s export wheat is 
drawn wide fluctuations in the crop are in- 
evitable, as in the dry areas of western Can- 
ada, but thus far reports of prospects are not 
very definite. However, ship charterings for 
grain movement out of the Black Sea indicate 
that Russian exports will be heavy this year. 
The “exportable surplus” of Russia is de- 
pendent not wholly upon her production, but 
upon the arbitrary decisions of the Central 
Planning Board and the Government, and de- 
spite the rationing of food within the country, 
it seems that under the present regime she 
will continue to export wheat to pay for the 
large imports she needs. 

Mr. I. E. Lubimov, Assistant Commissar for 
Foreign Trade, has stated that domestic con- 
sumption last year was about 860,000,000 
bushels. Deducting seed requirements, this is 
a per capita consumption of 4.8 bushels, to 
which may be added an approximately equal 
quantity of rye. This is very little, consid- 
ering that wheat and rye are still the staples 
of sustenance in Russia; diversification of diet 
as in this country or even in Western Europe 
is unknown and impossible. Therefore Russia 
probably could consume at home all the wheat 
and rye now produced. 

On June 23 Stalin delivered a speech to the 
central committee of the Communist Party 
which was hailed as the beginning of a new 
economic era. Impressed by the necessity of 
increasing the efficiency of workers by raising 
their standard of living, he promised among 
other things allocation of a larger share of the 
output of goods to the home population; and 
opening of several hundred additional food 
stores has been ordered. Such a shift in Rus- 
sian policy, which has been directed to build- 
ing up capital equipment at the expense of 
living standards, is expected to come at one 
time or another by all observers, but it is 
manifestly impossible to pre-judge its influ- 
ence on the wheat situation when not even the 
supply is known. 
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Effects of Depression 


There can be only one measure of agricul- 
tural improvement, a rise in profit. The de- 
pression assists in reducing production costs, 
which is one element in profit, but for the 
present prices dominate the situation. On no 
section of the population have the effects of 
price declines fallen more severely than upon 
the farmer, since commodities of primary pro- 
duction dropped earliest and most rapidly. 
A suggestion for a moratorium upon certain 
farm debts has been advanced, the proponents 
evidently overlooking the fact that in deserv- 
ing individual cases renewal of debts under 
present conditions is a common practice and a 
matter of necessity, while any general com- 
pulsion to that effect would be subversive of 
credit and thereby penalize the farmer, who 
requires credit, most of all. It would have ef- 
fects upon a chain of creditors which do not 
seem to be even faintly realized, since these 
creditors themselves have debts, and in the 
case of land bank bonds many fiduciary rela- 
tionships are involved. 

Unless prices recover substantially the gross 
farm income this year will be lower than last. 
Costs will be reduced but not in proportion to 
the reduction in prices, except where better 
yields per acre are achieved. As compared 
with a year ago, the latest figures of the De- 
partment of Agriculture of prices received and 
paid by farmers in percentages of 1910-14 
averages, show the following changes: 

June June 
1930 1931 


Prices Received by Farmers 80 
Prices Paid for Commo- 

dities Bought 130* 
Farm Purchasing Power (ratio of 

prices received to prices paid) 82 61* 
Farm Labor Demand, per cent o 

normal = +, ane. 724 


(*) Preliminary. 

The showing upon the whole conveys little 
promise of special stimulation to general busi- 
ness activity this Fall, unless a major crop 
failure should occur outside of the United 
States, and bring to this country an unex- 
pectedly large export demand. It is neverthe- 
less true that even at low prices the movement 
of large crops produced at low cost is a valu- 
able supporting factor, productive of seasonal 
expansion. This support was notably reduced 
during the last crop year on account of the 
damage done by drought, and it is not too 
early to conclude that within the broad area 
affected by that drought conditions during the 
coming Fall will be much more favorable. 


Percent 

Change 
—34.9 
—12.7 
—25.6 


—13.4 





Deferment of Payment on Chilean Bonds 





Chile, a country which during 89 years had 
promptly paid interest and principal on its 
debts, and as promptly met sinking fund re- 
quirements except in wartime in 1 , dur- 


ing the past month has deferred payments 
currently due abroad on public obligations, 
and her economic difficulties have culminated, 
as in a number of other South American coun- 
tries, in an overturn of government. After 
several days of unsettlement and successive 
changes of cabinet, Carlos Ibanez, President 
since 1924, fled the country July 26th. Pend- 
ing a general election the provisional govern- 
ment is now headed by Juan Esteban Montero 
as acting President, and Pedro Blanquier, who 
had resigned as Premier and Minister of 
ae on July 21st, has reassumed the latter 
office. 


On July 16th the government, Senor Blan- 
quier being Premier at the time, made formal 
announcement that payment of service on for- 
eign obligations could not at present be made 
in foreign currency, and that the amounts due 
to be remitted abroad prior to August lst 
would be deposited in Chilean currency in the 
Central Bank of Chile. Formulation of the 
policy to be followed after that date has been 
delayed by events, and was, at this writing, 
still to be announced. The desire of the new 
government to keep faith with its creditors is 
not in question, and its personnel supplies as- 
surance that its endeavors to solve the coun- 
try’s economic problem will be soundly con- 
ceived and able in execution. 


In explanation of the necessity for its deci- 
sion, the government made the following 
statement: 


Chile, as many other countries, has been severely 
affected by the world crisis. Due to the diminution 
of its exports, the trade balance is unfavorable and 
the Banco Central has seen its reserves and gold de- 
posits abroad gradually diminish. The Government 
has the firm resolution of maintaining the stability 
of its money in the interest of the domestic business 
of the country as well as of foreign creditors, for 
which it must see that the reserves of the Banco 
Central are conserved. Under the present circum- 
stances the situation of the Banco Central would be 
seen gravely affected if the Government should have 
recourse to this institution to obtain the drafts neces- 
sary for the purpose of continuing to pay the service 
of the external debt in foreign money, drafts which 
at this time are not found on the market in sufficient 
quantity due to the diminution of exports. The Gov- 
ernment does not ask the suspension of those pay- 
ments which it recognizes as due; but it has resolved 
that, in its opinion, it will protect its monetary situ- 
ation and the holders of its bonds abroad, paying 
the service of its consolidated debt during this month 
by depositing the amount in legal money in a special 
account in the Banco Central of Chile. 

At the same time the Government is studying 
strong economies which it will put into practice im- 
mediately, and which will permit it to present later 
on the manner in which it will continue to effect 
these payments monthly from the first of next August. 


The interest and amortization payments due 
to be made to bondholders on August Ist, and 
affected by this decision, totaled about $962,- 
500 in New York, and £82,000 in London. The 
total annual requirement for interest and 
amortization payments on the external funded 
public debt is approximately $40,567,000. A 
loan of $10,000,000 to the Mortgage Bank, 
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guaranteed by the government, falls due on 
December 3lst next. Thus the total amount 
necessary to be remitted for payment to bond- 
holders abroad during the next twelve months, 
for which foreign exchange will be required, 
is in round sum $50,000,000. A floating debt 
that totaled approximately $60,000,000 on 
April 1st last, owed in New York and London, 
is another element in the government’s prob- 
lem. The funded debts themselves totaled 
$457,000,000 on December 31, 1930, of which 
$284,000,000 was issued in New York and 
$149,000,000 in London. 

The difficulties of Chile are illustrative in 
general of the worldwide effects of the de- 
pression, and in particular of the problems of 
a debtor nation whose trade is diminished 
gravely by world disorder and the decline in 
prices. The first necessity of a nation owing 
external debts is to collect within the country 
the funds with which to pay; the second is to 
transfer these funds to the creditor nation in 
the latter’s own currency. Business depres- 
sion interferes in both respects. It dimin- 
ishes the government revenue, the fund out 
of which the service of public debts is paid; 
and unless goods can be sold abroad in excess 
of goods purchased, and credit balances 
created out of which to make payments, the 
transfer of the funds can be accomplished 
only in gold, or by further borrowing from 
creditor countries. 


Declines in Revenues and Trade - 


In both revenues and trade balances Chile 
has suffered from the decline in foreign de- 
mand for her products. During 1927-29 in- 
clusive the ordinary budget yielded a surplus 
each year, but during 1930 a deficit of $9,000,- 
000 resulted from the falling off in revenues, 
and it has been officially stated that the deficit 
for the present year will reach $18,000,000. 

The reversal of the trade balance has been 
even more striking and more important in the 
situation. In 1927-29 the average annual ex- 
cess of exports was more than $80,000,000, but 
in 1930 exports declined $118,000,000 under 
1929, and as imports were reduced only $28,- 
000,000, the trade balance was converted into 
an import excess of $8,500,000. The difficulty 
of procuring foreign exchange under such con- 
ditions was partially met by obtaining loans, 
both for short and long terms, which created 
credit balances abroad; at the same time gold 
reserves were drawn upon, and the item of 
gold and sight deposits abroad of the Central 
Bank of Chile showed a reduction of nearly 
$20,000,000, or more than a third, between 
January 31, 1930 and the same date in 1931. 

_ Thus far in the present year imports have 
been reduced more sharply, offsetting a fur- 
ther decline in exports, and for the first four 


months a favorable trade balance of about $3,- 
200,000 is reported. In addition the Govern- 
ment was paid the major part of $21,900,000 
due from the Nitrate Corporation of Chile— 
“Cosach” —a consolidation embracing virtu- 
ally all producers. The Government owns half 
of the shares of this corporation and in lieu of 
export taxes is guaranteed a minimum income 
through 1933. This payment was made out of 
the proceeds of a loan floated abroad. Private 
investments in Chile provided further limited 
amounts of foreign exchange. The gold re- 


serve was again drawn upon to the extent of 
some $12,000,000 between January 3lst and 
July 10th, reducing the item to $27,000,000 and 
the legal reserve ratio to 59.9 per cent, com- 
pared with the legal minimum of 50 per cent. 


Foreign Exchange Gradually Exhausted 


By such means payments due were made 
during the first half of this year, but available 
resources for the purchase of foreign exchange 
were gradually exhausted. The flow of private 
investment capital into the country has 
dwindled to nothing, incident to the slowing 
down of enterprise everywhere while the 
world catches up to the capacity of the plant 
it has already constructed. Prices of Chilean 
bonds preclude public flotations of loans 
abroad. Any further depletion of gold re- 
serves below present figures could not meet 
the need for exchange for long, and would 
be against the interest of both Chile and its 
creditors by draining the base of the country’s 
currency and bank credit. Thus it is in the 
direction of a larger favorable balance of trade 
that the eventual solution of the problem 
needs be sought, emphasizing once again the 
fact that the basic remedy for disordered 
world finance is in the restoration of trade and 
of conditions that will promote it. 


Chile is notably rich in resources. The basis 
of the national economy is largely the produc- 
tion and export of minerals, notably nitrate 
and copper, which together make up some 80 
per cent of her exports. The decline in ship- 
ments of the two commodities from 1929 to 
1930 was, in value, 39 and 51 per cent, re- 
spectively. 

Both with respect to government revenues 
and the trade balance, the situation outlined is 
comparable to that of an individual who suf- 
fers reverses which leave his outgo in excess 
of his income. Economies and savings are 
projected by Senor Blanquier, and effectively 
carried out will tend to restrict imports and 
thereby to achieve a more favorable trade bal- 
ance, as well as build up net revenues and 
assist in maintaining confidence abroad in an 
eventual satisfactory outcome of this trouble- 
some period, during which the exchange prob- 
lem is so difficult of solution. 
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Combined Statement of the Banks of the 
First National Group in Minneapolis 


as at June 30, 1931 


RESOURCES 
Loans and Discounts . . . . . §$ 59,152,540.68 
Overdrafts rhe ee | gt ll Sle 14,012.11 
U. S. Govt. Securities . «  o Searhecaie 20,180,042.54 
Other Bonds &% Securities . . . . 26,734,522.48 
Bank Buildings . : « ~unres 1,166,500.00 
Furniture & Fixtures . . ; engpas 123,510.88 


Customers’ Acceptance Liability 
(Less Anticipations) . ‘ - a 836,053.17 


Bankers, Acceptances Purchased. . . 2,427,911.41 
Interest Earned but not Collected ‘ . 431,541.36 
Cash on Hand & Due from Banks . ; 43,127,085.67 





$154,193,720.30 


LIABILITIES 
Capital Stock ci wyrcet te! ooh Ree 
SID PT OO Fg ice 6,081,000.00 
Undivided Profits. . . es 839,537.36 
Reserve for Interest, Expenses - Taxes . 456,706.81 
Interest Collected but not Earned ... 239,823.20 
Circulation: 6.5 . ei 2,001,000.00 
Letters of Credit and ‘iptinieeh 2 : 836,053.17 
ee se lf S| lee 136,239,599.76 





$154,193,720.30 
Affiliated with 
FIRST BANK STOCK CORPORATION 
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ST. ANTHONY FALLS OFFICE FIRST NATIONAL BANK SEAS A TIETE, 
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WEST BROADWAY OFFICE THE OLDEST BANK IN MINNEAPOLIS-ORGANIZED 1864 27th Avenue South at Lake 


Wen Broadway at Emer’ FIRST MINNEAPOLIS TRUST COMPANY 3, PRODUCE STATE BANK 


Ist A North at Seventh Street 
- se ig pal al ORGANIZED 1886 venue North at Seven 
rennet nites BLOOMINGTON-LAKE 


cw” TEIRST SECURITIES CORPORATION | ™O0MINGTONLAK 


Washington at Hennepin Bloomington at Lake 
Affiliated with 
eEEEEe FIRST BANK STOCK CORPORATION Gz 
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